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,Q $SULO ￿￿￿￿￿ WKH &DQDGLDQ 3DUOLDPHQW DFWHG WR EDQ WKH LPSRUW DQG LQWHU￿SURYLQFLDO
WUDQVSRUW RI D SURGXFW SURGXFHG E\ (WK\O &RUSRUDWLRQ ￿WKH FRPSDQ\ WKDW LQYHQWHG OHDGHG
JDVROLQH￿￿ 7KLV SURGXFW ZDV WKH JDVROLQH DGGLWLYH 007 ZKLFK ZDV FRQVLGHUHG WR EH D
GDQJHURXV WR[LQ￿ DQG WKH PDQJDQHVH LQ ZKRVH HPLVVLRQV ZDV VHHQ WR SRVH D VLJQLILFDQW
SXEOLF KHDOWK ULVN￿ ,W ZDV DOVR IHOW WKDW 007 GDPDJHV WKH HPLVVLRQV GLDJQRVWLFV DQG
FRQWURO HTXLSPHQW LQ FDUV￿ WKXV LQFUHDVLQJ IXHO HPLVVLRQV LQ JHQHUDO￿ (WK\O LV WKH RQO\
PDQXIDFWXUHU RI WKLV SURGXFW￿
7KH FRPSDQ\ UHVSRQGHG ZLWKLQ D IHZ ZHHNV E\ ILOLQJ D ODZVXLW DJDLQVW WKH &DQDGLDQ
JRYHUQPHQW XQGHU 1$)7$￿ (WK\O FODLPHG WKDW WKH &DQDGLDQ EDQ RQ 007 YLRODWHV YDULRXV
SURYLVLRQV RI 1$)7$ DQG VRXJKW UHVWLWXWLRQ RI ￿￿￿￿ PLOOLRQ WR FRYHU ORVVHV UHVXOWLQJ IURP
WKH ￿H[SURSULDWLRQ￿ RI ERWK LWV 007 SURGXFWLRQ SODQW DQG LWV ￿JRRG UHSXWDWLRQ￿￿
(YHQ WKRXJK WKLV DGGLWLYH LV XVHG RQO\ LQ &DQDGD￿ DQG LV EDQQHG LQ WKH IRUPXODWHG
JDVROLQH XVHG LQ WKH 86￿ D NH\ SURYLVLRQ RI 1$)7$ PDNHV WKH ODZVXLW SRVVLEOH￿ 8QGHU
1$)7$￿V LQYHVWPHQW FKDSWHU￿ IRU WKH ILUVW WLPH LQ D PXOWLODWHUDO WUDGH RU LQYHVWPHQW
DJUHHPHQW￿ FRUSRUDWLRQV DUH JUDQWHG ￿SULYDWH OHJDO VWDQGLQJ￿ RU WKH DELOLW\ WR VXH
JRYHUQPHQWV GLUHFWO\ DQG WR VHHN PRQHWDU\ GDPDJHV￿ 7KLV LV H[DFWO\ ZKDW LV SURSRVHG LQ
WKH 0$, DV ZHOO￿ 7KH (WK\O FDVH FRXOG WKXV VHW D SUHFHGHQW ZKHUH￿ XQGHU 1$)7$ DQG
VLPLODU DJUHHPHQWV￿ D JRYHUQPHQW ZRXOG KDYH WR FRPSHQVDWH LQYHVWRUV ZKHQ LW ZLVKHV WR
UHJXODWH WKHP RU WKHLU SURGXFWV IRU SXEOLF KHDOWK RU HQYLURQPHQWDO UHDVRQV￿ 7KLV FRXOG
VHQG WKH PHVVDJH WR LQYHVWRUV WKDW VHHNLQJ FRPSHQVDWLRQ IURP WKH SXEOLF IRU WKH FRVW RI
FRPSO\LQJ ZLWK HQYLURQPHQWDO UHJXODWLRQV FRQVWLWXWHV D OHJLWLPDWH EXVLQHVV VWUDWHJ\￿
,I FODLPV OLNH (WK\O￿V SUROLIHUDWH￿ WKH FRVWV WR JRYHUQPHQWV FRXOG EH LPPHQVH￿
8QGHU WKH LQYHVWRU￿WR￿VWDWH GLVSXWH UHVROXWLRQ￿ FRUSRUDWLRQV FDQ UHTXHVW FRPSHQVDWLRQ IRU
DFWXDO DQG IXWXUH HDUQLQJV ORVVHV DV ZHOO DV IRU WKH FRVW RI UHSDLULQJ WKHLU ￿WDUQLVKHG
LPDJHV￿￿ ’DPDJH FODLPV FDQ WKHUHIRUH EH YHU\ KLJK￿ ,Q DGGLWLRQ￿ PXOWLSOH LQYHVWRUV FDQ
FRQVROLGDWH WKHLU VXLWV￿ WKHUHE\ PXOWLSO\LQJ D JRYHUQPHQW￿V SRWHQWLDO OLDELOLW\￿
,Q VXFK FDVHV￿ WKH XOWLPDWH OHJDO DXWKRULW\ LV QRW D GRPHVWLF FRXUW EXW DQ
LQWHUQDWLRQDO WULEXQDO ZKHUH WKH SURFHHGLQJV DUH FRQGXFWHG LQ VHFUHW￿ WKH UHFRUGV DUH QRW
SXEOLFO\ DFFHVVLEOH DQG WKH GHFLVLRQ LV OHJDOO\ ELQGLQJ￿ 7KH (WK\O FDVH VXJJHVWV WKDW FULWLFV
RI 1$)7$ DQG *$77 PD\ KDYH EHHQ FRUUHFW LQ DUJXLQJ WKDW WKHVH DJUHHPHQWV FRXOG SRVH
D WKUHDW WR QDWLRQDO VRYHUHLJQW\ DQG UHVWULFW WKH DELOLW\ RI GHPRFUDWLFDOO\ HOHFWHG
JRYHUQPHQWV WR OHJLVODWH RQ VXFK PDWWHUV DV SXEOLF KHDOWK DQG VDIHW\ DQG HQYLURQPHQWDO
SURWHFWLRQ￿
7KHUH LV D IXUWKHU LPSOLFDWLRQ RI WKLV FDVH￿ :KLOH WKH &DQDGLDQ JRYHUQPHQW GRHV
KDYH WKH UHVRXUFHV WR ILJKW VXFK D FDVH￿ YHU\ IHZ VPDOO DQG GHYHORSLQJ QDWLRQV FRXOG
DIIRUG WR PRXQW D OHJDO GHIHQFH DJDLQVW D IRUHLJQ FRUSRUDWLRQ￿ WKHUHE\ ULVNLQJ QRW RQO\
VFDUFH SXEOLF IXQGV LQ WKH FRXUWV EXW DOVR MHRSDUGLVLQJ IXWXUH LQYHVWPHQW￿ ,QGHHG￿ WKLV
ZRXOG DOVR QHJDWLYHO\ DIIHFW WKH ZLOOLQJQHVV RI JRYHUQPHQWV WR HQDFW QHZ OHJLVODWLRQ HYHQ LI
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%2; ￿ 7KH DGYDQWDJHV RI FRUSRUDWLRQV WKDW FKRRVH WR EH VRFLDOO\ UHVSRQVLEOHF
￿￿￿ ,PSURYHG DFFHVV WR FDSLWDO￿ 7KH 6RFLDO ,QYHVWPHQW )RUXP UHSRUWV WKDW￿ LQ ￿￿￿￿￿ PRUH
WKDQ ￿￿ WULOOLRQ LQ DVVHWV ZDV XQGHU PDQDJHPHQW LQ WKH 86 LQ SRUWIROLRV WKDW XVHG VFUHHQV
OLQNHG WR HWKLFV￿ WKH HQYLURQPHQW￿ DQG FRUSRUDWH VRFLDO UHVSRQVLELOLW\￿ 7KH ILJXUH KDG
LQFUHDVHG IURP ￿￿￿￿ ELOOLRQ LQ ￿￿￿￿￿ 7KH ￿￿￿￿ SRUWIROLR DPRXQW DFFRXQWHG IRU QHDUO\ QLQH
SHUFHQW RI WKH ￿￿￿￿￿ WULOOLRQ LQ LQYHVWPHQW DVVHWV XQGHU SURIHVVLRQDO PDQDJHPHQW LQ WKH
86￿ VXJJHVWLQJ WKDW VXFK FRPSDQLHV KDYH JURZLQJ DFFHVV WR FDSLWDO WKDW KDV QRW RWKHUZLVH
EHHQ DYDLODEOH￿
￿￿ ,PSURYHG ILQDQFLDO SHUIRUPDQFH￿ 6HYHUDO VWXGLHV KDYH VKRZQ VXFK D FRUUHODWLRQ
EHWZHHQ HYLGHQW VRFLDO UHVSRQVLELOLW\ DQG LPSURYHG ILQDQFLDO UHVXOWV￿ 7KXV￿ D UHFHQW
+DUYDUG 8QLYHUVLW\ VWXG\ FRQGXFWHG RYHU HOHYHQ \HDUV IRXQG WKDW ¶VWDNHKROGHU￿EDODQFHG•
FRPSDQLHV VKRZHG IRXU WLPHV WKH JURZWK UDWH DQG HLJKW WLPHV WKH HPSOR\PHQW JURZWK
ZKHQ FRPSDUHG WR FRPSDQLHV WKDW DUH VKDUHKROGHU￿RQO\ IRFXVHG￿
￿￿ 5HGXFHG RSHUDWLQJ FRVWV￿ 6RPH LQLWLDWLYHV￿ VXFK DV HQYLURQPHQWDOO\ RULHQWHG DQG
ZRUNSODFH LQLWLDWLYHV￿ DOVR FDQ UHGXFH FRVWV E\ GUDPDWLFDOO\ FXWWLQJ ZDVWH DQG
LQHIILFLHQFLHV RU LPSURYLQJ SURGXFWLYLW\￿ )RU H[DPSOH￿ PDQ\ LQLWLDWLYHV DLPHG DW UHGXFLQJ
HPLVVLRQV RI JDVHV WKDW FRQWULEXWH WR JOREDO FOLPDWH FKDQJH DOVR FXW ZDVWH￿GLVSRVDO FRVWV
DQG JHQHUDWH LQFRPH E\ VHOOLQJ UHF\FOHG PDWHULDOV￿ 9LV￿D￿YLV ZRUNHUV￿ VFKHPHV WKDW UHVXOW
LQ UHGXFHG DEVHQWHHLVP DQG LQFUHDVHG UHWHQWLRQ RI HPSOR\HHV FDQ VDYH FRPSDQLHV PRQH\
WKURXJK LQFUHDVHG SURGXFWLYLW\ DQG E\ D UHGXFWLRQ LQ KLULQJ DQG WUDLQLQJ FRVWV￿
￿￿ (QKDQFHG EUDQG LPDJH DQG UHSXWDWLRQ￿ &XVWRPHUV RIWHQ DUH GUDZQ WR EUDQGV DQG
FRPSDQLHV FRQVLGHUHG WR KDYH JRRG UHSXWDWLRQV LQ WHUPV RI VRFLDO UHVSRQVLELOLW\￿ 7KLV LQ
WXUQ PD\ HQKDQFH LWV UHSXWDWLRQ ZLWKLQ WKH EXVLQHVV FRPPXQLW\￿ LQFUHDVLQJ D FRPSDQ\•V
DELOLW\ WR DWWUDFW FDSLWDO DQG WUDGLQJ SDUWQHUV￿
￿￿ ,QFUHDVHG VDOHV DQG FXVWRPHU OR\DOW\￿ $ QXPEHU RI VWXGLHV KDYH VXJJHVWHG D ODUJH DQG
JURZLQJ PDUNHW IRU WKH SURGXFWV DQG VHUYLFHV RI FRPSDQLHV SHUFHLYHG WR EH VRFLDOO\
UHVSRQVLEOH￿ :KLOH EXVLQHVV PXVW ILUVW VDWLVI\ FXVWRPHU•V NH\ EX\LQJ FULWHULD VXFK DV
SULFH￿ TXDOLW\￿ DSSHDUDQFH￿ WDVWH￿ DYDLODELOLW\￿ VDIHW\ DQG FRQYHQLHQFH VWXGLHV DOVR VKRZ D
JURZLQJ GHVLUH WR EX\ EDVHG RQ RWKHU YDOXHV￿EDVHG FULWHULD￿ VXFK DV ¶VZHDWVKRS￿IUHH• DQG
FKLOG￿ODERXU￿IUHH FORWKLQJ￿ $ ￿￿￿￿ VWXG\ E\ :DONHU 5HVHDUFK IRXQG WKDW ZKHQ SULFH DQG
TXDOLW\ DUH HTXDO￿ ￿￿ SHUFHQW RI FRQVXPHUV ZRXOG VZLWFK EUDQGV RU UHWDLOHUV LI D FRPSDQ\
LV DVVRFLDWHG ZLWK D JRRG FDXVH￿
￿￿ ,QFUHDVHG SURGXFWLYLW\ DQG TXDOLW\￿ &RPSDQ\ HIIRUWV WKDW UHVXOW LQ LPSURYHG ZRUNLQJ
FRQGLWLRQV RU IHZHU HQYLURQPHQWDO LPSDFWV￿ RU WKDW LQFUHDVH HPSOR\HH LQYROYHPHQW LQ
GHFLVLRQ￿PDNLQJ￿ RIWHQ OHDG WR LQFUHDVHG SURGXFWLYLW\ DQG UHGXFHG HUURU UDWH￿ )RU H[DPSOH￿
FRPSDQLHV WKDW LPSURYH ZRUNLQJ FRQGLWLRQV DQG ODERXU SUDFWLFHV LQ WKH RIIVKRUH VXSSOLHUV
RIWHQ H[SHULHQFH D GHFUHDVH LQ GHIHFWLYH RU XQVDOHDEOH PHUFKDQGLVH￿ )RU H[DPSOH￿ D VWXG\
RI ￿￿ ODUJH HPSOR\HUV FRQGXFWHG E\ WKH 0HGVWDW *URXS DQG WKH $PHULFDQ 3URGXFWLYLW\ DQG
4XDOLW\ &HQWUH IRXQG WKDW KHDOWK EHQHILW SURJUDPV FDQ LQFUHDVH SURGXFWLYLW\ DQG GHFUHDVHC
FRPSDQ\ FRVWV UHODWHG WR DEVHQWHHLVP￿ WXUQRYHU￿ GLVDELOLW\ DQG KHDOWK￿FDUH FODLPV E\ ￿￿
SHUFHQW￿
￿￿ ,QFUHDVHG DELOLW\ WR DWWUDFW DQG UHWDLQ HPSOR\HHV￿ &RPSDQLHV SHUFHLYHG WR KDYH
VWURQJ VRFLDO DQG HQYLURQPHQWDO FRPPLWPHQWV RIWHQ ILQG LW HDVLHU WR UHFUXLW HPSOR\HHV￿
SDUWLFXODUO\ LQ WLJKW ODERXU PDUNHWV￿ 5HWHQWLRQ OHYHOV PD\ EH KLJKHU￿ WRR￿ UHVXOWLQJ LQ D
UHGXFWLRQ LQ WXUQRYHU DQG DVVRFLDWHG UHFUXLWPHQW DQG WUDLQLQJ FRVWV￿ 6WXGLHV DOVR KDYH
VKRZQ WKDW FRPSDQLHV DSSHDULQJ RQ RQH RI WKH PDQ\ ¶EHVW SODFHV WR ZRUN• OLVWV KDYH KLJKHU
PDUJLQV￿ UDWHV RI JURZWK DQG MRE￿FUHDWLRQ￿
￿￿ 5HGXFHG UHJXODWRU\ RYHUVLJKW￿ &RPSDQLHV WKDW KDYH GHPRQVWUDWHG WKDW WKH\ DUH
HQJDJLQJ LQ SUDFWLFHV WKDW VDWLVI\ DQG JR EH\RQG UHJXODWRU\ FRPSOLDQFH UHTXLUHPHQWV DUH
EHLQJ JLYHQ OHVV VFUXWLQ\ DQG PRUH IUHH UHLJQ E\ ERWK QDWLRQDO DQG ORFDO JRYHUQPHQW
HQWLWLHV￿ ,Q PDQ\ FDVHV￿ VXFK FRPSDQLHV DUH VXEMHFW WR IHZHU LQVSHFWLRQV DQG SDSHUZRUN￿
DQG PD\ EH JLYHQ SUHIHUHQFH RU ¶IDVW￿WUDFN• WUHDWPHQW ZKHQ DSSO\LQJ IRU RSHUDWLQJ
SHUPLWV￿ ]RQLQJ YDULDQFHV RU RWKHU IRUPV RI JRYHUQPHQWDO SHUPLVVLRQ￿
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